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THE IMPCRTANCE OF IRANIAN AND MIDDLE EAST

0L TO WESTERN EUROPE

I. The Problem:

To estimate the effects of the loss of (a) Iranian oil production, and (b) to~
tal Middle Eastern oil production, upon the viability of Western Burope in time of
peace.

II. Discussion: (See Enclosure A).
III. Tgbleg: (See Enclosure B).
IV. Conclusions:

1. The amount of crude oil and refined products now exported from Iran could
be derived from other areas by smell increases in crude production and by fuller use
of available refining capacity. At the rates of consumption and levels of prices
prevalling at the end of 1950, the extra anmual dollar charge to Europe of procuring
this amount of oil elsewhere would be about $700,000,000.%

2. Loss of Iranian oil production and of the refinery at Abadan would t’emp°’ILLEGIB

rarily set back progress toward Western Ruropean viability, and would impose severe

10 percent in 0ll consumption would have to be impcsed throughout the non-Soviet

¥Figures in this paper representing estimatbes of extra anmual dollar costs and
of the extent of oil shortages which would xesult from a2 loss of Lranian or lMiddle
Eastern oll are indicative rather then exact. They will hold true as given only as
long as oil prices stay at the levels of late 1950, and oil production and con-
sumption contlinmue at the rates currently estimated for the fiscal year 1950-51. The
general effect of the rearmament programs in the US and in Western Eurcpe will pre-
sumably be to raise the consumption of oil, and probably also to raise its price.
These factors would tend to make the oil of the Middle East more important to the
western economles, and to cause its loss to be even more severely felt than is indi-
cated by the figures cited in this paper.
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world. This would call for severs rationing in the United States as well as alge-
snlevnalidual Cooperatiru_in eclublithing an Inelys/ve /
vhere. %sysfem o international allocatlon an pries control would immeddetaly ba
required.
4. It is estimated that a cutback of 10 percent from present levels of oil

consumption would permit maintensnee of Western Buropean industrial production at
approximately the levels of late 1950, and of transportation at the extreme minimm
necessary for that purpose. No appreciable expansion of industry, whether for
achieving viability or for resrmament s would be possible. Rationing of even 10 per-
cent would present great difficulties in time of peace,

5. Loss of the total oil production of the liddle East would tius constitute
a disaster to present prospects for a restoration of wWestern Buropean viability,
and it would make the Western Huropean resrmament program, as currently contem-
Plated, impossible of accomplishment. 9+ twowtd be :l.,»,w‘»léa 75 develrys Altesvative
Stuvcte /g enbigy wlbi T Pemied 15 thi) farsgraia .

6. It should be noted, howsver, that even should the Soviet Union gain con-
trol of the output of Middle East oil, it would not be able to use it save to a
limited degree under present avallabilitieg of transportation. The USSR would prob-
ably, therefore, in time of peace wish to sell considerable amounts of Middle Eest
oil to Western Eurcpe. Since Western European oil requirements cannot adequately
be met from other sowrces, the USSR would thersby acquire considerable bargaining
powér in seeking to acquire strategic materialg and namufactured products.
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ENCLOSURE A
DISCUSSION
1. Total petroleum requirements of Westera Eurcpe (including the UK) for the
fiseal year 1950-51 aro estimated at 66 mi1lion metrie tons, of which 42.5 million
will be imported as crude and 20 million as refined products; the remaining 3.5 mil-
lion tons will be derived from indigenocus sources. Of the total import roquirements,
% million metric tons, representing 70 pereent, will coms from the Middle East.
In addition, international bunkers of 6 million tons and US military suppliss aggre-
gating approximately 2.5 million metric tons will be 1ifted in the Middle East ares.
2. Of the total requirements of Western Burope, it is estimated that Iran
alone will supply the fallowing:

Millions of Motric Tong

Percent of UWE Requirensntg
Crude 011

7 16
Refined Products

6.3 (including British Military) 31
Bunkers
4 67

3. It is estimated likewise that of total Western European requiremsnts, the
entire Middle East area will supply the following:

Millions of Metrie Tong

Percént of WE Requirements

Cruds 031

38 20
Refined Produectg

8.3 40
Bunkers

6 100
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Loss of Iranian Production

4. If Iranian oil should cease to be avallable, the seven million metriec tons
of crude oil by which Western Europe would thereby fall shart (aceording to the
1950-51 estimates) could be more than made up by increasing the ocutput of British
companies operating elsevhere in the world. Indeed it could all be replaced, at
some additional do_llar cost, from the other producing sreas of the Middle East. Re-
Placement for the balance of Iran's arude oll output (that processed at Abadan)
could also be obtained ocutside the Soviet sphere by releasing shut-in production and
by more rapid drilling of known ressrves.

5. Loss of the Abadan refinery, with its capacity of 27 million metrie tons
per year, would call for much more difficult adjustments than would the loss of Iran-
ian erude oil output. There is now in the non-Soviet world, outside Iran, enough reo-
fining capacity to process an additional amount of ecrude equal to that now going
through the Abadan plant. If Abadan were lost, however, at least six months would
be required to place marginal plants in operation, to change the composition of re-
finery output, to alter tanker routings, and to complete the redistribution of crude
oil among the other refineries.

6. To acquire from other sources the amounts of crude oil and refined products
which Western Europe now imports in one year from Iran would involve an extra dollar
expenditure of about 700,000,000, assuming the level of prices remained the seme as
that prevailing at the end of 1950.

7. Loss of Iranian oll production and of the refinery at Abadan would certainly
constitute a severe setback to present prospects for a restoration in Western Europe
of viability; that is, of a condition in which the Western Buropean countries, while
maintaining a stendard of living acceptable to their populations, would pay their way
without extraordinary cutside assistance. However, the crude oil output of Iran is
not Jrreplacsable, and an adjustment of the non-Soviet world to its loss could
eventually be acoomplished without great difficulty. To cut dowm extra anmual dol-
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lar expenditure, it would be desirable to build new refineries in non-dolliar areas.
This would teke time, and it would take dollars in large amounts. But it would not
permenently impair chances for Buropean viability.

8. Since both the Abadan refinery and the entirs oil production and proved oil
reserves of Iran are either owmed by or under concession to Grest Britain, the ef-
fects of their loss would be extremoly severe upon that country. The rature of these
offects is discussed below, in paragraphs 15 and 16.

Loss of all Middle East 041
=088 o1 all Middle Fast Oi1
9. The loss of all Middle East oil Productlion would reduce the current supply

of crude oil in the non-Soviet world by about 93 million metric tons per year, By
inereasing production to the greatest degree feasiblo in sreas still acceseible, this
shortage could be reduced to about 53 million metric tons, which is equivalent to
about 10 pereent of estimated 1950-51 total oil consumption in the non-Soviet world.
Sufficient refining capacity would be available to process the raduced total supply
of erude, but the problems of readjustment and allocation mentioned in paragraph 5
above would, of course, be greater, and the time required to carry them out would be
longer,

10. The maximum cutback in Western European oil consumption which would still
permit maeintenance of industrial production at approximately the levels of late 1950,
and of transportation at the extreme minimum necesgsary for that purpose, is esti-
mated to be about 10 percent. Such a cutback would cover only about 6.6 million tous
of the total deficiency of 53 million. Hemee it is clear that even if Western Europe
were restricted to less than 90 percent of its estimated 1950-51 econgunption, the
loss of all Middle East oil would make severe rationing necessary in the United
States. Despite the fact that the US is virtually self-sufficient in oil production,
it would have to cut its consumption by at least 10 percent. International agreo-
ments for allocation and priee control would immediately becoms necessary.

11. At the price level of late 1950 a net increase in dollar requirements of
from {1 to $1.2 billion would oecur if Western Europe, after s eutback of 10 percent
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in its conpumption, were to procurs from glternative scurces an amount of oll suf-
ficlent to make up for the loss of Middle East imports.

12. The loss of all Middle East oil would thus constitute a disaster to pres—
ent proépects for s restoration of Western Europeen viability. Moreover, the Wes-
tern Eurcpean rearmement programs es presently cbnbenplated, 1like the earlier OEEC
projects for genersl economic expansion, depend in part upon en increase in the use
of oil. A decreass of 10 persent in oil consumption would render the prosent Western
European reasrmament progran impossible of accomplishment,

13. HNo way can be foreseen at present by which a satisfectory adjustment, over

Longer .mlm R

o leong period of tims, could be made to the total less of Middle East oil. \
the Middle Bast now contributes only 18.4 percemt of total nom-Soviet production, 1t \ '
contains 44.4 peresnt of proved reserves outside the Soviet orbit. A very large pro- j

portion of the presently contemplated incresse in non-Soviet oil supply is ezpected

B RS iy e A RN VA,

%o cone from the Middle East. //g;less nevw raserves ‘are prcnred elsawhere, or new

i S s e T e AR BTS2 Tt e e
developed, et

Q.a’uiiéa of energy uﬁﬂ-hod, Western Europe w:!ll not be ghle to compensate for the
loss o;M;;idIewE;at oii save by profound changes in its currently planned economic
structure.

14. It may be noted that the Sovliet Union, even though it should gain control
of the oil output of the Middle East, would not be able itself to utilize it save to
a limited degree under present avallabilities of transportation. It would probably,
therefore, in time of pea;ce wish to sell considereble amounts of Middle Eastern oil
to Western Europe. Since Wostern European oll requirements cannot adequately be met
from other sources the USSR would thereby acquire considerable bargaining power in

secking to acquire strategic materials.
25X6A
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LENCLOSURE B

Lstimated Imports of Crude 041 and Lefined Products into
OEEC Countries 1950-1951.
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in the Persian Gulf Area.
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ENCLOSURE B

TABLE 1A

#STIMATED IMPORTS OF CRUDE OIL AND REFINED
ERODUCTS INTO OEEC COUNTRIES 1950-51

From
1,000 MI/Y
Crude Froducts Total
Eagtern Hemdsphere Crude Precducts Total Percent Percent Fsreent
Middle East 38,065 8,32 46,386 29.69 41.39 74.16
(Includes US military)
Other e 100 100 — .50 216
Total 32,065 8,420 146,486 £9.69 41.89 .32
Hestern Hemisphera
USA 150 1,850 2,000 .35 9.20 3.20
Caribbean 4,067 2,604 13,67 9.58 47.77 21,86
Other 160 230 3% 238 .14 —sb2
4377 11,684 16,061 10.31 58.11
GHAND TOTAL 42,442 20,105 62,547 100.00 100.00 100.00
TABLE 1B
ESTIMATED INTERNATIONAL BUNKEL LIFTINGS (REFIND
PRODUCTS) IN THE PEkSIAN GULF AKGA
‘ 1950 - 1951
1,000 MT/T Percent,
From Iran 45000 66.67
¥rom Other Middle East 2,000 23.33
Total 6,000 100.00
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TABLE V

10ss OF IRANIAN OIDL
(M411ions of Units)

Production - physical quantitles (1950-51)
a. Crude : 35 MI/Y (metric tons per year)
b. Refined 25 MI/Y

Loss of crude imports from Iran by Western Europs 7.5 MI/Y

Dollar element of cost in veplaced crude $55
Loss of refined products imported from Iran Western Burops and
Sterling Avea 25 M,
Anmal dollar cost of replacivg refined (Item 4)
$765-7175
Gross dollar cost of replacing crude and refined (Items 3 and 5)
§$820-830

Doller savings ~ equipment and sexrvices §110-120

Estimated peb dollar cost anmuglly (Ttem 6 mimp Ttem 7)
$710
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TABLE VI

L0SS OF ALL MIDDLE EAST OIL
(Millions of Units)

Production - physical quantities (1950-51)

a. Crude 9%.5 MI/Y

b. Refined 447 MT/Y
Loss of erude imports from lidddle East by Western Europe 43.5 MI/Y
Dollar element in replaced erude 800

Loss of refined products imported from Middle Bast by Western Burope and
Sterling Area 38 MI/fy

Annual dollar cost of replacing refined (Item 4) , ¥1200

Gross doller cost of replacing crude and refined (Items 3 and 5)
§2000

Dollar savings - equipment and supplies, profits to Bahrien Petroleum Co.,
dollar element in goods furnished kiddle East by Western Burope, ete.

600
Bstimated net dollar cost annually assuming no cutback in current require-
ments (Item 6 minus Item 7) {1400

Ten percent cutback would save %300
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